Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R00050Q1 20024-2 



Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R00Q5001 20024-2 






Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024-2 
.^ECRB 1 ? ATTACHMENT ocurtt i 


#1177 


NATIONAL SECURITY COUNCIL 
WASHINGTON. D.C. 20506 


February 24, 1982 


Exscufrro aecfiatry 


MEMORANDUM FOR Nancy Bearg Dyke 

Assistant to the Vice President 

for National Security Affairs 


m 


David Pickford 
Executive Secretary 
Department of the Treasury 

Robert P. Meehan 

Assistant for Interagency Matters 
Office of the Secretary of Defense 

Raymond Lett 

Executive Assistant to the Secretary 
Department of Agriculture 
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Jean Jones 

Director, Executive Secretariat 
Department of Commerce 


William V.. Vitale 

Director, Office of the Executive Secretariat 
Department of Energy 

Thomas B. Cormack 
Executive Secretary 
Central Intelligence Agency 


Dennis Whitfield 

Executive Assistant to the USTR 


Office of the Chairman 
Council of Economic Advisers 

SUBJECT: Senior Interdepartmental Group Meeting 

re the Versailles Summit, March 4, 11:00 a.m. 


Pursuant to NSDD-25 on preparations for the Economic and 
NATO Summits, Robert Hormats, the President's Personal 
Representative for the Economic Summit, will chair a meeting 
of the Senior Interdepartmental Group for the Versailles 
Summit preparations on Thursday, March 4, 1982, at 11:00 a.m., 
in the Old Executive Office Building, Room 305. He will at 
that time review the strategy and theme papers that have 
been prepared thusfar (see attachments) and report on the 
results of the preparatory meeting in Paris on February 27- 
28, 1982. 


SECRET ATTACHMENT 
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axxAXKUX safes. EQR VERSAILLES ECONOMIC. SUMMIT 

Jaae4^ 5, 6, 1982 

The Annual Economic Summit takes place on June 4, '5, 6 in 
Versailles, Prance. This Summit is the eighth and. the first 
s aew of Economic Summits- • Each country now. hosted 

one of these meetings. * Versailles takes us back in a sense to * 
Ha mho uiliet, the first Economic S ummit . It offers us an 
opportunity to reconsider the purposes of these annual meetings, 
which have now become semi-fixed features of the international 
economic system since the breakdown of the fixed exchange rate 
system and the oil crises of the 1970s. It also sets up the 
hr ernes for the following 'year of economic events and the 1983 
Annual Summit which the United States will host. And it occurs ' 
this year in connection with a NATO Summit, which takes places 
two days later on June 9,10, 1982. 


If we add to these chronological facts the historic and perhaps 
unprecedented character of the problems which the West faces 
(and which the holding of the NATO Summit in past reflects) , the 
Versailles Summit acquires extraordinary significance for US 
foreign policy. 


A.t Ottawa President Reagan re-established US leadershio in the 

s.mc.iic sphere cy a rcrcszui presentation and defense of his 

economic program. Despite sharp differences over interest 

ranas r East-West trade, and North-South relations, the communique 

issued an Ontawa reflected all of the United States' major 

objectives — an upbeat tone, no hint of protectionism, unified ' 
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and a Chairman ■ s Sua»ary . on political issues that: expressed 
an extraordinary degree of consensus among the allien on the 
nattxe of the Soviet threat and the Western response to it. Much 

““ ’ iPbeat " ^ f=a Ottawa., can be attributed 

t= the President- s forecast for vigorous growth in the ns, with 
stable prices and strong dollar. WhUa- skeptical,, the other ' 

participants, adopted, a "vaifc-and-sea" ^ , 

& ana-sea attitade about the US 

program., The otited States benefited from an imaginative and 

attractive economic plan that had not vet been tested. 


— O Q-r —4 r* , • , 

• specific commitments made at Ottawa, both 


-i..en ana unwritten, has. proceeded apace, despite some press 


commentary to the effect that Ottawa concealed leal differs 
With rhetoric (see status report on 9 ttawa commitments at 
annex A) . To be sure, Ottawa did not resolve major differences 

ATI * . . 


on — -erest. rates, fiscal and monetary policies and tr ad e 


elSSTIBS*. But S’BSOiv* ^ ss?iae A ~ „ 

5 -ssues in some definitive sense is not 


uJie ap’srcisriat® ~ 

jneasii^e Summits. , 

* _ne agreements registered 

s4i . 3 


at Ottawa set the Summit countries on a useful CDm n 

common couxse 


that has produced real process ^ a , , ' 

f-.togress in a number of areas 


Nevertheless, economic and oo’<t<c»i . 

■- cal events since Ottawa have 


- — — — — if W iiGi 

exacerbated 3 1 v • _ 

“ £ll -“= a Particularly in macro- 


economic, trade and Sas--Wes* -=i„- -1 

aS " -Nations. (for a more complete 


— 

treatment of these events, see Aun-x B > -,n ea 

— -hese events included: 


onset of recession in the US 


rise of 'mesB^ovnpt.*. ^ . 

- ~ e ”^- — rougnout industrial world 


(except Japan) 
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persistiay high US interest rates and value of 
the dollar 

Projections of massive US budget deficits, 
growing trade conflicts among OS, Europe and Japan 

— new socialist government in Trance imp l »i n - 

polieies of demand stimulus, protectionism, nationai- 
. isation of industry, and exchange rate intervention 

an Of Which are directly opposed to OS economic . ' . . 

preferences. 

imposition of martial law in Poland and tensions 
within the alliance over application of economic 
sanctions, particularly as the latter affect' the 
Western Europe-Soviet Onion gas pipeline project. 

Issues at Versailles 

Given these events, the President's success at Ottawa will not • 
-e easy to duplicate. The economic setting in the Onitsd stat-s 

“ d ^ ?e Wil1 “* "BT much. Even if economic activity 

-s strengthening, unemployment in Europe will he at historic 

high levels, generating immense pressures for governments to 
ao semetning. The pocr macroeconomic setting will color - 
trade, monetary and aid discussions. As importantly, unless 
the OS economy is performing better than now expected bv late 
string, the skeptics at heme and abroad will be lobbyia * stron5ly 

far agreement on policy actions not consistent with our economic" 

program. Economic difficulties will spin over into the more 

political discussions as well ca i nr ^„ _ 

color-ng one European appraoch 

oc last-west relations, including Poland. 
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Moreover, the- United States has not yet developed an effective 
j2nd convincing international dimension for it’s econ omi c program, 
persistent discussions of * coordination" and "cooperation" 
generate expectations of actions* we may be willing to taka 
either domestically or in the- trade/monetary field*, in order, 
ta better coo r d i nate- with our S ummit partners^ The Administration r s 
economic philosophy leaves little room for overt coor dinatio n 
of short-term policy ^actions, but provides considerable oppor- 
tunity for coordination of longer-range approaches to economic 
policy. Unfortunately, in the latter sphere, a wide gulf 
separates us from, for example, the French, with most of the 
others located on the intervening spectrum* 

These factors all .suggest .that the challenge at Versailles will 
oe greater than that faced at Ottawa. The newness is cone, the 
economic problems mors severe. The preparatory process is under 
the control of the country (France) least sympathetic to our 
approach to economic policy. 


The dominant issues at Versailles are likely to include, roughly 
in order of priority: • — 


macroeconomic issues, particularly massive doubts 
ancut US economic policies, which are unlikely to 
be mutec as they were at Ottawa when the US brogran 


was still untested. 

trade .issues, with the US trade balance and domestic 


economic circumstances (particularly thr eatened 

"reciprocity" type actions in Congress on autos, etc.) 
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increase pressure on ns officials to beat up ou 
the Europeans and Japanese, at least making it less 
likely that we can resist European protectionist 
policies such as those advocated by the Community 


at. Ottawa* 


nast-West. trade issues, depending heavily for th.-f r ' 

derisiveness on how the situation in Poland and the 
allied response evolve. . 

Monetary issues, with the Preach government expressing 
a traditional French interest and a current policy 
interest, stemming from domestic inflationary policies, 
ih intervention in exchange markets and more fixed 
exchange rates (as in EMS) . 

Energy and north-south issues, less likely to be 
. homing issues unless, the discussions in Sew York 
on Global Negotiations polarise or new disruptions 


or energy supplies occur (e,c„ u 

v - ° i-«>n~sn atuacks or 


uSObjectives 


S'L*£3V’6r SrQn r*' m 7 ® i • 

ox! producers) . 


** these circumstances, US objectives should include: 


to maintain and enhance the leadership role or 


the United States and ' President ^ affan . 

— «-> .%sdcaji siaerjirc 


from the Ottawa Summit; 


*° *° CaS at - satioa 0= ihe broader political conse- 


quences of failing to keep economic differences in 


check ; 


® wj - sngt hen w e s t a rt-» » -u. y . » _ 

in one race of unpreca- 


dented political (Poland, and economic (unemolov^, 
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n s -*sues candidly but also to 


Placa them in a contact that points to the longe 


teta and the need to define new principles and 


criteria for Western economic cooperation ia the 


19 80 s r 


US Strata 


te p _ r ?^ ect .calar. and dete rmin ation over* the us 
economic recovery effort, stressing that the program 
deais with fundamentals and will succeed over time. 


The difficulty we face in 

*ce *a naming Versailles a repeat success 


~ or - res *dent Reagan recuires a st^a-feaev 

• - — s — auegy encompassing the preoara- 

tion, the procedure and the substance of the meeting. The' 

French have already indicated their preliminary thinking on 

' taeSS three items: **** to minimize the "bureaucratic- 
element of the preparatory process, to generate in-depth papers 

CH Speciric is SUSS f i*na « 

(tne = retch nave suggested instability of 
markets and management of technological innovation as two such 
issues) to focus discussion on those issues, and to ar^ve a- 
concrete policy decisions which can he implemented bv *, 


participants. From -the CS perspective, each element of the franc'- 

* • J t • | 


thinking is troublesome: we wart a s— na— _ • - 

?-spara^ory process which 


engages ell relevant segments of the several governments, discus- 


sions which emphasize the ionc-rance and h^i^o- 

-^iv.erreiatea aspechs 


or policy and a ccnnunique which is .Icnc cn shar-d nw- a - 


-w. • • • a^-v-. she. w on concrete poiicv actions 


procedures 


“ we are to be effective, the United States should 


ad^oca, a preparatory process which engages a - 


Sanitized 


- I -.* i engages a - 

Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024- 


-6 Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024-2 
% * 

— to address immediate issues candidly but also to 

Place them in a context that points to the longer- 

term and the need to define new principles and 

criteria for Western economic cooperation in the 
I980sr 

to project calm, and determination over CTS 
economic recovery effort, stressing that the program ' 

• deals with fundamentals and will succeed over time. ‘ 

US Strategy 

Tae difficulty we face it making Versailles a repeat success 
-or President Heagan requires a strategy encompassing the prepara- 
tion, the procedure and the substance of the nesting. The 
Trench have already indicated their preliminary thinking on 
- these three items r they want to minimize the "bureaucratic" 
alenent of the preparatory process, to generate in-depth papers 
=a .-ecific issues (the Trench have suggested instability of 
rackets and management of technological innovation as two such 
issues) to focus discussion on those issues, and to arrive at 
concrete policy decisions which can he implemented by all 
participants. Trcm -the « perspective, each alemant'cf the Trench 
—king is troublesome : we want a preparatory prbcess-which 
erpages all relevant segments of the several governments, discus- 
sions which emphasize the long-range and interrelated aspects 
of policy end a communique which is .long cn shared principles, 
e-c.... and short on concrete policy actions. 

A o Proc s * 


Ir we are to be effective, the United States should 

dfoca, a P-epa_a. w ory process which engages a • 
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have Suggested. We have already dispatched a note 
to the French suggesting that the February neeting 

° 5 personal representatives and all subsequent meetings 
should involve full delegations (three members) as 
Has been, customary in the- past (see annex C) . We 

Have informal other summit personal representatives " ' 

Of this- US. proposals * 


3. 


Substance 

The ttnited States owes the French a letter before the 
next preparatory meeting on February 27-28 outlining 
our suggestions on themes and issues at the Summit. 

A draft of this letter is attached at Annex D. 


The general' strategy followed in the preparation of 

this letter and in our current thinking about the 

Summit involves _ , 

* VBS -t-oiiowinc elements : 

1. The French and perhaps other Strait partners win 

undoubtedly stress domestic economic issues - 

unemployment , high interest rates, monetary 

policy - With particular focus on CS economic 

policy. The Catted States prefers to stress 

international issues - trade, Fast-West relations, 

energy cooperation - and to play out the cA^-^ 

consequences of afi.-,-e-se domestic policies, such as 

sulsid—es , de m a n d stimulus measures, etc. fo 7- 

mulurlataral trading and financial -^'a^onc; * 

— ' — -auioiis an c 


ultimately for prospects of domestic recovery 


Sanitized 


— — « •«-» w v v 
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trade in its broadest sense as it relates 


to domestic adjustment policies, techno- 
logical innovation and investment; 
energv security building on sound domestic 
market policies (which have been achieved 


now in most Summit countries) and inter- 


national cooperation to protect against 


vulnerability of supplies? 


East-West economic relations. 


to addition to formulating positive themes, the 


totted States mey have to undertake various steps 


to derlect or redirect t>»f=> -- . . 

u -- e -ocus or otner govern- 


aa=ts on OS economic policy, two possibilities 


are: 


initiatives to discuss US economic policy 


outsr.de the Summit preparatory context, as 


the case or the US invitation to the sc 


hold a seminar on the President's new 


Economic Report after it is released in 


mid-Febrcarv ? 


have the tr 2 ' 3 "’ Virtual 

— i°nal- macroeconomic paper 


done by the cs drafted jointly with the o* 


so as to dwell less on US policy and more 


gs now maxlcsuS in o libs'** Susn*** 

^ — cs-, oUw connr— ^5 


S.S well as in the US work; 


3, Tne united States may wish to v~ . • 

• -w v iconcicic 


Summit together with the NATO Summit, as = 


critical crossroad for the Western Alliance, in 


Sanitized Copy ApproveTfor" Release 2010/06/18 : CiA-RDP83M00914R000500120024-2 


Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024-2 

~~ th& first of a new round of Economic 
Summits ? 


tie Susjait set in, motion the process 

of shaping a reinvigorated world economic 
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— What are our multilateral trade 

objectives that go beyond a list of 
sectors, (services, investment, agri- 
culture, etc.) where.it is in cur 
specific economic interest to push 
liberalization? is there a th eme for"' 
trade in the 1380s that has. the mutual Tv 
advantageous rationale of tar^f 
reductions in the 1930s, 1960s and 1970s? 
Can we derine a set of actions consistent 
with market policies to "energise" 

energy cooperation among the Western 
allies? 


How do. we sastaia the offensive repre- 


sented by President Reagan* s program 
for development at Cancun. while 


recognizing budget constraints and 


constraints on crs trade policy with the 


LDCs (which led recently to the A cmin i s- 
tration * s _ 

* a more restrictive 


textile agreement) ? 


Preparations within the cs Govemwawi 


?-e.-a^ation for Ottawa involved an elaborate 


agency process soanninc th« h = . 

~ - — i - -u_=cuc.ac\ ncrizontallv 


and vs. -ically , involving several Cabinet Councils, 


"he incut of 

. - o- t._s netens./e process was disappointing 


t-SI21S OZ wXl© iSH w3Z*d>2»^ SI TDC** ' mr? A.— • . 

"• g. wQ wrizza Ecizsb 


w'ZS.i MSB bv* tzhs rr% ^ ^ 

• s tzs scc«e 


of Summitry racuiras broad particioation :-nn 
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■ glided, both proeedurally and substantively, bv a 
ssall coherent group which commands the conf iden ce 
of the White: Eouse senior staff. This "Steering 
G„oup" should be involved in all aspects of Summit 
preparations and be granted priority attention when 
policy decisions are required. A group, consisting . 
o. the Presidents Personal Representative (as chairman) 
and representatives of the President's office, the 
Vice President's office. State, Treasury, CEA , NSC 
and DSTR would seem appropriate and has been established 
uncer the Assistant Secretary of State for Economic and 
Business Affairs who is acting as personal representative 
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By' June, the durability of trade and investment relations 
among the Summit Countries will have been severely tested. 

We are likely to meet either in a relatively upbeat context, 
based on real progress toward resolving our problems, or xn 
a very strained climate if such progress is not achieved. 

Over the next four months any of the following . areas could 
cause serious confrontations among Summit participants and 
there is a real risk that several of the areas may get out 
of hand at once: 

Improved Access to th e Japanese Market - a serious concern • 
for all other participants. 

Further San ctions Against the Eastern Bloc - a particularly 
cri ti cal issue between the United States and the Europeans. 

Excessive Canadi an Economic Nationalism (NEP/FIRA) — a major 
problem for the United States. 

Excessive European Subs idies - the major problem for the^ 

United States and Canada is in third country agricultural 
markets; subsidized export credits and continued subsides 
of steel and high technology also are a major U.S. concern. 

Sp reading European Import Restrictions - risk of difficulty 
between Europe and Japan In industrial products and Europe 
and the United States/Canada in agricultural products. 

Unit ed States Trade Actions - the steel and agriculture cases 
will cause great consternation in Europe; reciprocity legisla- 
tion will be a concern to all other participants. 


The political management, of these issues will be complicated 
creatly by adverse economic conditions, especially high 
unemployment in Europe and North America, and weak governments 
in Europe. 

Since we cannot predict at this time how these problems will . 
look at the time of the Summit, our preparations for the Summit 
should focus on less volatile, longer-term issues and initiatives 
in the trade and investment areas. In some instances, the 
Summit could address directly problems of concern ^primarily 
to the countries involved, and in others it should spur progress 
in other areas (e.g., GATT Ministerial). It is suggested tnar 
we establish the following as key trade and investment priorities 
for the Summit: 


CONFIDENTIAL 


OHICTNiL CL BY P. d- 
yi DICL □ BZ7V? 021^|2^ 
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— a strong push for assuring that the GATT Ministerial, 
in November , addresses unresolved and emerging problems 
in the trading system in a meaningful way. At a 
minimum the Ministerial should develop approaches with 
respect to safeguards, agricultural subsidies, services 
trade, and trade related investment issues. 

— devising longer— range objectives and strategies for 
encouraging development and integration of LDCs into 
trading system, with special attention to getting 
NICs to provide improved market access for other 
LDCs; additional measures to improve our market access 
to LLDCs (e.g. , enhanced GSP, preferential treatment' 
under MFA) ; and improving investment climate in LDCs. 

establishing a multilateral forum for continuing 
dialogue on high technology issues including 
exchange of information on government policies 
and impact of those policies on others and ways 
to promote spread of technology to LDCs. 

Other possible priorities that deserve consideration include 
launching an international review of the international trade 
and investment impacts of 

— national tax practices 

— the conditions in national capital markets and 
access of foreign firms to those markets 

. — national competition policies 

— multinational corporations and investment policies 

Most of the above topics were selected to emphasize the shift 
in our trade relations away from the traditional focus on 
trade in goods and tariff and nontariff barriers to such 
trade. It is clear that in the next 10-20 years we will have 
to focus to a much greater extent on other types of trade 
end trade barriers. This Summit could call attention to 
whese shifts in emphasis, and launch or encourage a series of 
processes designed to adopt the multilateral framework 
accordingly. 

we will need also to consider whether a more traditional 
affirmation of joint commitment to the multilateral trading 
system should be prepared for the Summit. Given present 

, it is premature to make that decision**— we must 
await further developments in next couple of months. 


CONFIDENTIAL 
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CONFIDENTIAL 

Context of the Energy Security Initiative 

The following paper outlines some elements of an energy 
security package for consideration at the Versailles Economic 
Summit. The package and the timing of its implementation 
are directly linked to the debate over the Soviet Union— West 
European natural gas pipeline. Our approach to this issue, 
over the coming weeks, will largely determine how- we should 
approach the subject of energy security at the Summit. If a 
positive solution could be found to the pipeline problem, 
then Versailles would be an excellent time to disclose the 
results, if on the other hand, no progress is made with the 

the pipeline debate could become a devisive element 
of the Summit meeting. The following three scenarios help 
clarify the nature of the problems 

Scena rio I . The Europeans abandon the pipeline and the 
US contributes a major package of alternatives to assist the 
Europeans diversify their energy supplies from more reliable 
sources. This could include direct assistance (stepped up 
coal exports), as well as indirect means (i.e., deregulation 
of natural gas) , which would reduce overall US energy demand 
on world markets and thus allow more opportunities for 
others. Consideration could also be given as to how lost 
European economic opportunities could be rechanneled into 
°^ker # pvoj ects (North Sea pipelines, Alaskan natural gas 
pipeline, etc.). Our effort, to be convincing,, will have to 
be more specific than previous discussions we have had 
together on this subject. Measures are likely to be expensive 
and in some cases may require a change of US policy. 
Nevertheless, uhis scenario appears to be the best of any 
outcome albeit the most difficult to achieve. The following 
Summit paper emphasizes elements of this strategy. 

Scenario II . The Europeans go ahead with the pipeline 
and the US tries to stop it, using any means at our disposal. 
If the US was successful in stopping or seriously delaving 
the pipeline — which current analysis suggests may not be 
possible — then overall reliance on the Soviet Union would 
be reduced and their hard currency earnings restricted. 
However, short term problems in the Alliance could be 
greatly exacerbated and cooperation in other areas of mutual 
concern (like TNF and COCOM) threatened. In addition, US 
industry would lose a significant amount of short term 
business and may sacrifice long term market opportunities. 
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Scenario^lll. Despite our opposition, the Eurooeans 
go-ahead with the pipeline; the US agrees not to extend 

sanctlons and perhaps allows equipment already in 
- . r ?- e reexported, in return the Eurooeans agree to 

contraetJ lr j;?P ort f t0 quantities Provided for in current 
contracts. They also agree to put into place safety net 

measures (more gas storage, greater shut in capacity, 

f ual “ f J red capacity, better integration of the 
ffv ' e ^ < r o) and to cooperate with the US in developing 
alternative sources of gas supply. The Europeans would 
probably be amenable to this approach. It. would provide 
some added basic security, although our desire to" stop the 
pipeline would not be fulfilled, and we would be seen to be 

s auction sT^ ~~ * Ven if Slightly ~ frora Poland-related 
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Energy Security Theme Pacer 


I. Overview 


events of the last decade have illustrated how 
a . c °np°nent energy is to Western economic performance, 

requires g a e ftable C a nrf a e lllty and renewin 9 investor confidence 
a . s J? ble fn d secure energy situation, yet in this 

lil? a rf f i r ? latlV€ i 011 sur P lus ' the ^e is a tendency to be 

ilv. 5 complacency. We should not miss the opportunity 
to take advantage of the current lull to reassess our 

° Ver the few y ears and tc take appropriate 

action to encourage a diversified and safe energy base 

necessary for long term economic stability. 

shown that reliance on market princioles 
is the most effective way to pursue long term structural* 
adjustment of energy economies. For example, the price 
increases of the last few years have resulted in significant 

wJv J ner9y ^ em ? nd ' illustrating in a most convincing 

TwL« he m P° r * ance clear market signals to consumers. 

Toaey, we find ourselves in a much better situation with 
oil price relief brought about through a more reasonable 
approach-. to energy policy based on market principles. 
tie should learn from this experience, build upon it and 
encourage our Allies to adopt pricing structures which 
reflect economic pricing, so that the transition to other 
sources of energy can be done m the most economical wav 
possible. 

. sai ? e bijne that we pursue a strengthening of 

market forces it is also prudent to reexamine the topic of 
energy security. Energy security in the 1970s focussed 
primarily on protecting economics from severe oil. supply 
disruptions and on promoting the need for alternatives. Our 
preparations, most notably in the IEA, arose out of the 
specific case of the 1973/74 oil embargo. Yet today enercv 
risks have broadened: small oil shortfalls can have disorcoor- 
tionate erfects on the overall economy; a dancerous blind 
spot nas emerged with respect to the security* implications 
of alternative sources of energy, some of which represent 
risks equal to that of insecure sources of oil supply ( i e 
European dependence on Soviet gas); and there is concern* 
that investments in key alternatives, such as coal and 
nuclear, are not being made at sufficient rates to 
induce a diversified energy economy. We see a need for the 
to reassess their energy security measures — - 
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collectively and individually — and take 
to build Western defenses. " 


appropriate action 


II 


Energy Security Objectives 


The major long term objectives in ororaotina 
energy security“snouid be two told : g western 


encourage domestic alternatives so that oil imports 
can be reduced over timer and 


diversify energy imports,. but not in such a way 
that just trades off security problems (i.e., 
European dependence on Soviet gas instead of 
Middle East oil ) . 


The principal means of achieving this balance and therefore 
a more secure energy base is through the economic pricing, of 
energy, wmch has proven to be effective in promoting new • 
supplies and encouraging energy efficiency. As other fuels 
begin to aisplace oil, however, it is essential that the 
security implications of these new dependencies be carefully 
assessed and remedies sought — especially if imports come 
from politically unstable or potentially unfriendly sources. 


Over <=he short term energy security can be enhanced 
by an increase in oil and gas stocks, either in terms of 
inventories or shut in production capacity in OECD surplus 
countries. High levels of stocks provide an essential 
cushion of time which allows for more reflection and therefore 
more prudent decisions by governments during a crisis. 
Furthermore, if sufficient stocks exist, companies and 
consumers are less likely to engage in panic spot market 
buying which in the past has resulted in steep overall price 
increases. Stocks also have a deterrent effect on producers 
who may wish to use oil or gas as a political weapon. 

HI • Multilater al Energy Security Initiatives 

■ Ihe IEA Ministerial and Versailles Economic Summit 

an opportunity to expand the concept of energy security 
and set the framework for a redirection of industrialized 
countries' energy strategies. The following elements 
comprise an energy security package which could be considered 
by Ministers and Heads of State: 
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Energy Pricing 

— Agree to ensure that inadequate pricing structures 
do not impede energy development. For fuels where 

there is a world market, domestic prices should 

reflect international prices. In those areas 

where there are not world standards, the marginal 
replacement costs should serve as a guideline for 
pricing strategies. 

In tkose areas where national security could be threatened 
by potentially unstable sources of supply, consider 
imposing an import security fee to reflect' the true 
cost of the imports and to help generate funds for 
security measures. 

Oil 

Reaffirm the value of the IEA/EC Emergency Sharing 
System as the major mechanism for protecting Western 
economies against severe disruptions in oil supplies. 

— Recognize that the opportunity exists over the 
next few years to increase stratecic oil 
inventories. 

Continue discussions on use of oil stocks in sucoly 
disruption situations, but avoid taking binding"', 
decisions which could jeopardize the effectiveness 
of response in times of oil shortfall. 

Natural Gas 

Agree to accelerate the pace of natural gas 
exploration, development and transportation 
systems in Summit countries; continue to discuss 
ways to stimulate exploration and development in 
other countries (e.g., Norway, Netherlands). 

Foster more efficient gas use through 
competitive (fuller cost) pricing. 

Reconsider the desirability of increasing 
dependence on insecure sources of supply outside 
the OECD area. 
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Given the expected increased weight of imported 

10 E " r °P ean energy economies (even without 
Soviet gas), mandate the IEA and EC to explore and 

inlinS?™ 1 ?* 1 Utmos 5 ur 9 en cy means for enhanced security 
including increased storage facilities, built-in surge 

integration ol Jw PP * d ln timeS ° f emer 9 en cy, better 
2 f fcl ? e Eur °Pean gas grid, and more 
ouai-f ired capacity among large industrial users. 


Coal 

Recognize that considerable progress has already 
coal trade^ ^ private aector in expanding world 


Underscore the importance of development of key 
mrrastructure ,. including shipping and receiving 
ports (i.e., dredging of ports to handle large 
coal carriers). 

Stress the need for long term contracts to 
provide sufficient private investment to realize 
S^eafly expanded coal production and use. 

Nuclear Energy 


Agree to exploit the full economic potential of 
nuclear power as an important component of energy 
diversification. * * 

Provided that preliminary studies support such a 
step, establish a high level group on” nuclear 
energy within the framework of the I EA/N E A/0 E CD 
to assess the current state of nuclear development 
and key problems (financial, burdensome 
regulatory practices, back-end of the fuel cycle). 

Call for an international cooperative waste 
management project. 

Cooperation in Energy Technology Development 

-- Maximize effective use of limited resources by reviewing 
how cost, task and facility sharing, on an international 
basis, could reduce costs of expensive national programs 
m fusion, nuclear safety and synfuels. 
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OS _M«aaur«s to Support international Initiative 


h) . In su PPOCt of these international efforts, the IIS 
some cases this w rs^ui^Q siQnif i ®stic nteasmt«>Se In 
expenditures, including possible^everS S sSe°re«n! “ d 

without n «ference e S ”n«gr^“rity 0 ^?“tionf OU rsISle dS ' 

of these measures might include; * ~ at ions. A sample 

— Continue to fill the SPS at a healthy rate. 

with^Srt^utW??? SU ; POrt on a cost sharing basis 
icn Fort authorities to vigorously oromotP ns 

HffUs; support enactnen rt^regxLktron recgir?^i- an 

effective framework ror financing port improvements. 


2£?? r _ t0 . ""tribute to a major nuclear waste facine,. 
^; s , c l ? alleviate signif icanFUs public concerns * 

Jv^n* n S Clea f- Waste buildu ? and facilitate an 
sxpsnd^d nuc.X6a.2r powa^r program. 

™^f?f. me .!. nS - pr . Cm0te en ergy production in developing 

he multiplier 


countries, by such means as increasing 
of World Bank energy lending. 


effect 


v * Other Summit Country Initiatives 

Other Summit countries have considerable scooe for 
improving their energy policies and security, 'f’he 
Annex inc.udes a short check list of key energy "policy and~ 
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defi Jr iencies in Summit countries as reviewed by the 
J P °? ^ ong J ena Cooperation, in general, other 
Summit countries should be encouraged to: 


Strengthen gas security measures and impose an imported 
gas security fee (Germany, France, Italy) . 


Incre as e European natural gas exploration and 
development (OK, EC). 


Increase oil stocks (Italy, Germany, France, Japan). 

Adopt energy pricing strategies which induce long 
term development of alternatives and better energy 
efficiency (Canada, Italy, OK). 

Induce greater substitution of coal for oil in 
the industrial and electrical sectors and improve 
infrastructure for importing coal (Germany, Italy, 
France, OK, Japan). x 


Expand nuclear energy capacity (Germany, Italy, Japan). 


Attachment: 

Annex 


Drafted: State(E) : WFMartin : jvm: 2/1 8/82 

X24382 
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S ummary of Summit Country Ene rgy Deficiencies 
(as reviewed by IEA/SLT) ~ " 


Canada 


S ? f de f*5ulation of oil prices too slow (onlv 
75% of world oil prices by 1985); 

need to increase oil and gas production, yet 
discrimination against foreign interest may imoede 
this objective; 

need to accelerate development, use and exoort 
of coal„ 


Germany 


inadequate plans for natural gas security ; 

nuclear power plant delays due to dwindling 
public confidence; 

need to stimulate domestic coal production and 
increase capacity to import and use coal; 

need to accelerate fuel switching policies to 
substitute imported coal for oil, and increase 
electricity use in the domestic and industrial 
sectors. 


Italv 


inadequate plans for natural gas security; 

insufficient investment by ENEL (state electricity 
board) for coal and nuclear power plants; 

pricing of all fuels (except gasoline) and electricity 
well below world levels; 

need to expand infrastructure for gas and coal. 


accelerate . leasing and exploration so as to have a 
better estimate of potential oil and cas reserves* 

m light of this experiehce reconsider denletion 
policies ; ' 

f ad '“Stable tax and royalty regime has discouraoed 
Oil and gas exploration; - 


H—*ti*\m*** mm • » 
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need to raise natural gas prices? eliminate BFG 
monopsony which keeps gas prices paid to producers 
st an uneconoiaically low level ? 

encourage greater coal use, domestic production 
and imports . 


US 


accelerate rate of decontrol of natural gas prices; 

expand coal export facilities (especially ports) ? 

reduce . burdensome regulatory process and thereby reduce 
lead times for nuclear power construction; 

promote more vigorously synfuels and renewable 
energy sources „ 


France 

expectations for increases in domestic coal 
production may be too optimistic; need to more 
seriously consider imports; 

— inadequate plans for natural gas security. 


encourage substitution for electricity, coal 
and gas for oil in industry and electricity and 
gas ~or oil in residential/commercial sector; 

expand use of coal and nuclear in electricity 
generation ; 

extend and strengthen auto fuel economy standards . 


rriunrormi 
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EAST-WEST ECONOMIC RELATIONS 
AT THE VERSAILLES SUMMIT 


Tab D 


Background 

The United States introduced East-West- economic 
relations as a Summit topic at Ottawa. (We had also 
raised the issue at the 1975 Puerto Rico Summit, where we 
called prophetically and vainly for a coordinated allied 
approach to the problem of the rapidly rising Eastern debt.) 
The Ottawa meeting led to progress in- the area of stra- 
tegic trade controls, where a high-level meeting of COCOM 
in January launched a tightening of common allied restrictions 
on the export of militarily useful goods and technologies 
to the East. But in the other three areas in which we had 
sought better allied coordination — contingency planning 
for economic measures in the event of a crisis in rela- 
tions with the Soviet Union; joint planning to reduce # 

Western economic vulnerability and enhance Western economic 
security; and developing common policies to improve Western 
influence and leverage — progress has been slight or non- 
existent. On the contrary, the crisis in Poland has in- 
creased the risk that Western differences will be exposed 
and exploited by the Soviets. But the Polish situation, 
and particularly the Polish debt, has also created ex- 
ceptional opportunities to forge ' coordinated allied posi- 
tions that will greatly strengthen the Western hand and 
shift the risks of East-West trade from Western taxpayers 
to the Soviet Union. 

US Objectives (to be sharpened after the Buckley mission) 

-- To -address East-West trade finance and explore 
ways to shift costs and risks from West to East. 

, — To reduce harmful competition among Western 

countries for East bloc business. 

— To draw -attention to progress made in control- 
ling trade in strategic goods and technologies 
and give continued impetus to the work of COCOM. 


Discussion 

The ability of Poland to acquire a hard-currency debt 
estimated at close to $30 billion, and the inability of 
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Poland to repay, contain lessons for Western governments 
and lenders that- have not been learned. 

In 1975, at the Puerto Rico Summit, U.S. officials 
expressed concern about uncoordinated Western lending to 
a Poland that then owed perhaps $13 billion in hard cur- 
rency and needed to spend about one-third of its hard- 
currencv receipts on servicing that debt. In the six 
years since the Puerto Rico Summit, Western lending to 
the Soviet Union and the Eastern European members of 
COMECON has totalled perhaps $60 billion. Pipeline loans 
will increase this figure substantially. The Economist 
estimates this lending as "probably a faster rate of 
grant-giving even in real terms than American Marshall . 
aid to Europe in 1948-1952." 

This huge transfer of resources has occurred without 
coordination among Western governments and without serious 
ris’k analysis. Loans have been heavily subsidized by 
Western taxpayers, either directly through extension of 
official. credit at below-market rates or indirectly through 
official credit insurance and credit guarantees. With 
Western official institutions already facing heavy pay- 
outs on -bad Polish loans (for example, the U.S. Commodity 
Credit Corporation has paid out -$ million, France's 
COFACS $ million, and Germany's Hermes $ million), 
and with Romania and even -East Germany in extremely precarious 
financial condition, the folly of past practice has be- 
come evident. Even in terms of building markets for Western 
exports and employment, the returns on loans to the East 
are trivial in comparison to the returns on loans to the 
upper and middle tier of less-developed countries. And 
the anticipated political gains — richer East-West links 
that liberalize the East, enhance security and cooperation 
in Europe, and strengthen the moderating elements in 
Soviet foreign policy — have simply not materialized. 

Under these circumstances, there is an urgent need 
for a joint assessment of the Western course. The compe- ■ 
tition among Western governments for Eastern markets has 
obviously been a losing game for all players, and it should 
stop. Western taxpayers should no longer be asked to 
underwrite the risks of East-West trade that arise from . • 
the gross economic failures and political turmoil of * the 
Communist regimes. And Western governments should plan 
together now how to share the burdens of non-payment of bad 
loans already extended and avoid the worst consequences of 
East bloc defaults. 


SECRET 


Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024-2 


; # . Sanitized Copy Approved for Release 2010/06/18 : CIA-RDP83M00914R0005001 20024-2 

• •' SECRET 

-3- 


The forum for such discussions is not of great con- 
sequence. Informal talks in* a Paris— tvpe creditors* club/ 
in a G-5 setting among financial officials, in periodic 
meetings, or elsewhere would serve our purpose 

well. 

Although our presentation at Versailles should con— 
c ® ri 't^’ste on the debt, we should not neglect to follow-up 
on the COGOM high-level meeting that grew out of the 
Ottawa Summit. That meeting produced- a consensus among 
the NATO countries and Japan for tightening controls on 
"really strategic” trade with the Soviet Onion (while 
removing from the COCOM embargo items no longer of strategic 
significance), closing embargo gaps and loopholes, and - 
improving the enforcement and administration of the embargo . 
But if high-level attention to COCOM matters begins to flag, 
the momentum of the high-level meeting will soon be dis- 
sipated. At Versailles, we should stress the need to 
translate the conclusions of the high-level meeting into 
actual changes in the embargo lists and procedures; call 
for action on U.S. proposals already on the table; and 
.ask that adequate resources (including defense and intel- 
ligencejaxperts) be made available for COCOM work. 
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SUBJECT: VERSAILLES SUMMIT: MESSAGE FOR JACQUES ATTAL I 


1. C - ENTIRE TEXT. 


2^ FOR PARIS. 3 LEASE DELIVER THE LETTER 
RwBERT HORMATS TO JACQUES ATTAL I . 


Cl N PARA. 4) FROM 


D 

I 

s 


3 -.._!L? S ,. 0, HER ADDRESSrHS. PLEASE DELIVER THE TEXT CP TH- 
PARA. 4 TC YOUR HOST GOVERNMENT’ S PERSONAL 

v£ F0R THE economic summit, unoer cover of a 

* NF 3PMING THE PERSONAL REPRESENTATIVE THAT THE L-TTER 

conta:ns_the usg views on issues and topics for- tS 

SUMMIT AND HAS BEEN DELIVERED TO JACQUES ATTAL I 
As AGnEsD AT THE DECEMBER MEETING CF PR’ S. _ 


A. BEGIN TEXT. 


DEAR JACQUES: 


IN THIS NOTE I WOULD LIK 
ON THE OVERALL CONCEPT, 
VERSAILLES SUMMIT, WHICH 
AGREED TO PROVIDE PRIOR 


£ TO GIVE THE VIEWS OF THE U. S. 
THE THEMES AND THE AGENDA FOR 
EACH PERSONAL REPRESENTATIVE 
TO OUR NEXT MEETING ON FEBRUARY 


THE 

27- 


28. 


ANNUAL ECONOMIC SUMMITS HAVE BECOME INVAUUABL* NOT 
w-JLY AS A MEANS OF DEALING WITH THE PRIORITY POLICY 
* ff CONFRONTING THE I NDUSTRAI L I 2EO DEMOCRACIES BUT 

£X SO AS A MEANS OF INSPIRING CONFIDENCE THAT WE 5HAR C 
COMMON OBJECTIVES AND WILL COOPERATE TO ATT A I N — THE M - 
DURING A PERIOD OF INTENSE CHANGE AND UNCE R T A I NT Y- TH A T 


PflMC ! n C II T I A I 
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cve-- HARA ^ TER 5 THE POST-1973 INTERNATIONAL ECONOMIC 

S v «TEm. by MEETING together on an annual basis, our 

LEADERS PROJECT TC OUR PEOPLE AND THE WORLD THEIR 
INDIVIDUAL AND COLLECTIVE DETERMINATION TO PRESERVE AND 
ENHANCE THE ECONOMIC PROSPERITY AND SECURITY Or THE 
INDUSTRIALIZED DEMOCRACIES. IN THIS SENSE, THE ECONOMIC 
SUMMITS ADDRESS MUCH MORE THAN ECONOMICS, EVEN THOUGH 
THIS REMAINS THEIR PRINCIPAL SUBJECT. — 

THE MOST IMPORTANT FUNCTION IS TO ALLOW FOR A THOROUGH 
AND FAR-REACHING EXCHANGE OF VIEWS AMONG LEADERS. EACH 
LEADER GAINS A BETTER UNDERSTANDING OF THE BROAD 
POLITICAL AND ECONOMIC PERSPECTIVE FROM WHICH HIS OR 
HER COLLEAGUES ARE APPROACHING THEIR RESPONSIBILITIES. 

THE RESULT MAY NOT ALWAYS BE CONCRETE DECISIONS —AT* THE 
SUMMIT. INDEED, THE DISCUSSIONS WILL BE MORE RELEVANT 
AND SIGNIFICANT IF THE LEADERS DO NOT HAVE TO SPEND TIME 
CN DETAILED NEGOTIATION OF SPECIFIC POINTS OR ISSUES. - 
THE EXCHANGE CAN AND DOES PERMIT THE FORMULATION Or 
COMMON VIEWS EXPRESSED IN THE COMMUNIQUE AND BEYOND THAT 
INFLUENCES THE WAY IN WHICH EACH LEADER MAKES DECISIONS 
CNC=. HE OR SHE RETURNS HOME. NATIONAL POLICIES ARE 
BETTER INFORMED AND MORE SENSITIVE TO INTERNATIONAL* 

CONSIDERATIONS AS A RESULT. 

THE SERIOUS ECONOMIC PROBLEMS WE FACE MAKE THIS SUMMIT 
PARTICULARLY IMPORTANT. A COMMON SENSE OF PURPOSE, A 
WILLINGNESS TO BREAK AWAY FROM PESSIMISTIC ATTITUDES 
TOWARDS OUR PROBLEMS, A SOUND AFPROACH TO 
RESOLVING THEM, AND THE ESTABLISHMENT OF A POSITIVE 
COURSE WHICH WE CAN PURSUE TOGETHER IN SUCH AREAS AS 
TRADE AND ECONOMIC GROWTH CAN STRENGTHEN THE ABILITY Or 
EACH OF OUR LEADERS TO SUCCESSFULLY OVERCOME CURRENT 
ECONOMIC DIFFICULTIES. ON THE OTHER HAND, ABSENT SUCH 
PROGRESS. THESE SAME PROBLEMS CAN IMMOBILIZE OUR GOVERN- 
MENTS AND HEIGHTEN INTERNATIONAL FRICTIONS. WE MUST RETAIN 
T-E CONFIDENCE THAT OUR SOCIETIES CAN MEET THE TASK OF 

REVITALIZING GROWTH AND PROSPERITY IN THE WESTERN WORLD. 

IN ADDITION, POLITICAL DISCUSSIONS AT THE SUMMIT WILL BE 
IMPORTANT TO the OVERALL TONE AND FRAMEWORK FOR CONSIDER- 
Z\G ECONOMIC ISSUES. THIS IS PARTICULARLY TRUE THI5YEAR 
-S EVENTS HAVE THROWN THE SPOTLIGHT ON OUR SECURITY CON- 
CERNS. WE SHOULD CONSOLIDATE CUR CONSENSUS AND MOVE FOR- 
WA^d ON OUR COMMON RESPONSE TO POLAND, AFGHANISTAN AND 
.= * OAOER RELATIONS WITH THE SOVIET UNION. THESE DISCUS 
SIGNS CAN CONTRIBUTE TO A SENSE OF COMMON PURPOSE AMONG 
OUR NATIONS AND CAN HIGHLIGHT THE IMPORTANCE Or OUR 
ZS'" 1 TICAL ALLIANCES. WE WILL ALSO WISH TO DISCUSS MAJOR 
REGIONAL ISSUES AND ANY OTHER T I ME L v CONCERNS. IT WOULD 
BE MC5T USEFUL TO SUMMARIZE THESE DISCUSSIONS IN A CHAIR- 
MAN’ S SUMMARY, AS WE DID SO EFFECTIVELY AT OTTAWA. 

AT VERSAILLES, CUR LEADERS WILL WANT TO HAVE A THOROUGH 
AND CANDID EXCHANGE CN MACROECONOMIC POLICY ISSUES. BUT 
WE CAN DO MORE THAN THAT: OUR LEADERS SHOULD DISCUSS NOW 

BEST TO WORK TOGETHER TO IMPROVE ECONOMIC PERFORMANCE, IN 
FRAMEWORK OF A COMMON VIEW OF OUR BASIC ECONOMIC 
OBJ ECTI VE3. 


ALL CUR COUNTRIES HAVE THE SAME OBJECTIVES: VIGOROUS 

GROWTH, LOw INFLATION, REDUCED UNEMPLOYMENT. AND GREATER 
STABILITY IN FOREIGN EXCHANGE MARKETS. WHILE WE MAY 
DIFFER FROM TIME TO TIME ON HOW BEST TC ATTAIN THESE 
OBJECTIVES, WE RECOGNIZE THAT WE CAN ATTAIN THEM BETTER 
By WORKING TOGETHER THAN AT CROSS PURPOSES. IN THIS - 
SPIRIT. WE MUST REMAIN SENSITIVE TO THE CONSEQUENCES OF 
THE DIFFERENCES AMONG OUR DOMESTIC POLICIES AND 
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RECOGNIZE THAT THESE DIFFERENCES MUST BE KEPT W^’HIN 
REASONABLE LIMITS IF STABILITY IS TO RESULT W *‘ HIN 

BEYOND THE IMMEDIATE ISSUES OF DOMESTIC ECONOMIC POLICY 
_Hc UNITED STATES BELIEVES THAT THREE THEMES IN »AR- 
-!-A C ii LAR ’ ARE CR1T *CAL FOR THE LONGER-TERM COURSE WE SE®K 
TO CHART: MULTILATERAL TRADE RELATIONS, ENERGY SECURITY 

ANO EAST-WEST ECONOMIC RELATIONS. ENERGY SECURI , Y. 

r ™ E F ??Xu)!, A S MULTILATERA >- TRADING SYSTEM STANDS AT 
A CRITICAL i HRESHOL D. -SERIOUS DOMESTIC ECONOMIC PROBLEMS 
RESULTING INCREASE IN SENSITIVITY ^O COMP^TION ’ 
Z~7 t RR ° RELLING COUNTRIES toward INCREASINGLY PROTECTIONIST 
fO^-^ES. THESE PROTECTIONIST POLICIES, IN TURN, 
M.SACLOCATE RESOURCES AND REDUCE NATIONAL ECONOMIC 
! RRI H!« CY AND WELL-BEING. IN THESE CIRCUMSTANCES, THE 
R !°h!S T £ 0N OF TARIFF BARRIERS IS. NO LONGER THE KEY. TARIFF 
RATES ON MOST MANUFACTURED PRODUCTS ARE AT HISTORICALLY 

'“?W LcVELS. NON-TARIFF BARRIERS, BY CONTRAST, HAVE GROWN 
iND NOW REPRESENT SERIOUS OBSTACLES. YET, EXPERIENCE IN 

Dialing with these barriers in the manufacturing sector or 

.N OTHER SECTORS SUCH AS AGRICULTURE, INVESTMENT ANO 
s=RVICsS, ARE MUCH MORE LIMITED. WE HAVE ONLY 3EGUN TO 
iS. AoLiSH i HE PRINCIPLES THAT APPLY IN THIS AREA ANO THUS 
.-AR HAVE NOT FOUND A CLEAR AND SIMPLE RALLYING POINT FOR ’ 
REDUCTION OF DISTORTIONS THAT ARE IN THE 

AFTER WORLD WAR II, WE FOUND RATIONAL, PREOICTA3LE AND 
EQUITABLE RULES TO DISCIPLINE TRADE POLICIES AT THE BORDER. 
CAN W£ NOW FIND APPROPRIATE INTERNATIONAL RULES TO 
HARMONIZE OR MODIFY POLICIES ADOPTED FOR ESSENTIALLY 
INTERNAL REASONS THAT NEVERTHELESS HAVE AN ADVERSE IMPACT 
I? E MOVEMENT 0F GOODS, SERVICES, AND CAPITAL ACROSS OUR 
-jSOsRS? EVEN AS we INSIST ON FULL IMPLEMENTATION OF TH= 
RESULTS OF THE TOKYO ROUND. WE NEED TO START DEVELOPING 
NnW UNDERSTANDINGS AND RULES TO deal WITH NEW PROBLEMS. 

“HE GATT MINISTERIAL TAKES PLACE IN NOVEMBER OF THIS YEAR. 

“he Summit countries should consider making the politica. 

COMMITMENT TC PREPARE FOR AND USE THIS MINISTERIAL TC* 
BtGIN A PROCESS OF INVENTORYING. ANALYZING, ANO ENGAGING 
iN SrRIOUS ACTION-ORIENTED DISCUSSION OF THE NEW TKR-ATS 
AND OPPORTUNITIES CONFRONTING THE INTERNATIONAL TRADING 
-YSTSM IN SUCH AREAS AS INVESTMENT AND RELATED TRADE 
.DISTORTIONS; TRADE IN SERVICES; THE TRADE IMPLICATIONS 
OF RAPID TECHNOLOGICAL INNOVATION; TRADE WITH DEVELOPING 
COUNTRIES AND THE THORNY QUESTION OF SAFEGUARDS AND 
S i RUCTURAL ADJUSTMENT WHICH MUST BE ADDRESSED IF w— AR e TC 

Share with developing nations the full benefits of,” and 

RESPONSIBILITY FOR, THE INTERNATIONAL TRADING SYSTEM; AND 
.RACE IN AGRICULTURE FCR THE MUTUAL BENEFIT OF PRODUCERS 
AND CONSUMERS. 

WE BELIEVE IT PARTICULARLY APPROPRIATE FOR THE VERSAILLES 
SUMMIT TO DEVELOP THE THEME OF TECHNOLOGICAL INNOVATION AS 
YOU SUGGESTED. AND ITS FUNDAMENTAL IMPLICATIONS FOR 
EMPLOYMENT AND INTERNATIONAL COMPETITIVENESS. 

ENERGY SECURITY. AFTER TWO SHATTERING OIL PRICE SHOCKS 
ENERGY MARKETS HAVE STABILIZED. THIS IS TRUE ” N LARGE* 
PART, BECAUSE MOST COUNTRIES NOW PERMIT THE MARKET PRICING i 
“ c ENERGY SUF=>L IES. THE CURREN" WORLD OIL SURP’ U c T S A 
WELCOME RESULT OF MARKET FORCES; WE NEED TC CONTINUE TC 
REMOVE REMAINING OBSTACLES TO THE EFFICIENT PRIC^Ng'of 
ENERGY SUPPLIES AND PRODUCTS. 

THE IMPROVED MARKET SITUATION, HOWEVER, SHOULD NOT LEAD TC 
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COMPLACENCY. WE FACE CONTINUING AND STILL DIFFICULT 
THREATS. THE THREAT CF OIL DISRUPTIONS CONTINUES 
INTENSIFIED BY I NTR A- RE G I ON AL WARFARE BET WE E N IRAQ AND 
.RAN. AND CONTINUING ARAe-ISRAELI TENSIONS. THERE ARE 
OTHER SOURCES Or INSTABILITY AS WELL: 

" 7 H L RISK THAT ’ WHILE we BENEFIT FROM SECULAR DECLINE IN 
PEAL OIL PRICES, THE PRESENT DOWNTURN IS TEMPORARY AND 
MAY UNDERCUT CONSERVATION AND THE DEVELOPMENT OF ALTERNATIVE 
ENERGY SOURCES. 

" THE VULNERABILITY ASSOCIATED WITH LARGE-SCALE DEPENDENCE 
ON RELATIVELY LESS FLEXIBLE SUPPLIES OF NATURAL GAS FROM 
POTENTIALLY UNRELIABLE SOURCES -- THE SOVIET UNION OPEC 
COUNTRIES, ETC. 

" THE PRESSURE OF ANTI-NUCLEAR- SENTIMENT IN OUR DEMOCRACIES 
WHICH SEVERELY IMPEDES THE GROWTH OF ONE OF OUR MOST 
IMPORTANT SOURCES OF FUTURE ELECTRIC POWER. 

TO RESPOND TO THIS BROADER ARRAY OF CONCERNS, THE WEST 
SHOULD RALLY TO REVITALIZE COOPERATION ONCE AGAIN IN ENERGY 
SECURITY. THIS TIME, HOWEVER, THE APPROACH SHOULD 
EMPHASIZE VARIOUS ENERGY SECTORS (NOT CNL y OIL) AND SHOULD 
OPERATE THROUGH DOMESTIC AS WELL AS MULTILATERAL 
INITIATIVES. THE SUMMIT LEADERS MIGHT CONSIDER HOW TO 
STRESS THE NEED TC CONTINUE THE PROGRESS IN REDUCING 
CONSUMPTION AND STIMULATE NEW PRODUCTION AND HOW aEST TO 
ENHANCE OUR MUTUAL ENERGY SECURITY 


EAST-WEST ECONOMIC RELAT 
EAST AND WEST ARE A POTE 
LAST *EAR, AT THE OTTAWA 
CAREFULLY DIFFERENTIATED 
THAT ECONOMIC RELATIONS 
CONSTRAINED BY THE NATUR 
RELATIONS BETWEEN EAST A 
THESE ECONOMIC CONTACTS 
THE COLLECTIVE POLITICAL 
HEAV v -HANDED BUILDUP AND 
UNI ON. 


IONS. ECONOMIC RE 
NT 2 ALL Y DIVISIVE I 
SUMMIT, THE UNITE 
POSITION ON THIS 
ARE INEVITA8LY AFF 
E Or BROAD POLITIC 
NO WEST. WE FURTH 
CANNOT BE ALLOWED 
WILL OF THE WEST 
USE OF I NT! MI CAT I 


LATIONS BETWEEN 
SSUE BETWEEN US. 
D STATES TOOK A 
ISSUE. WE NOTED 
ECTED AND 
AL AND STRATEGIC 
ER NOTED THAT 
TO UNDERMINE 
TO REACT TO THE 
ON BY THE SOVIET 


V 'E ^ L ^ D GREATER CONSULTATIONS AMONG WESTERN GOVERN- 

MENTS TO ENSURE THAT WE UTILIZE OUR OWN ECONOMIC AND 
-*NANCIAL POWER VIS-A-VIS THE EAST IN WAYS THAT ENHANCE 
OUR COMMON GOAL. 


MUCH HAS HAPPENED SINCE THEN. WE SHOULD CONTINUE TO WORK 

— Hu/ ^ a i . i ^ ^ w . . . _ _ . _ _ 



J ANUARY. 


? “ I s THE HIGH-LEVEL COCOM MEETING 

FURTHER. WE MU S T SORT Ou T PATIENTLY AND PRUDENTLY OUR 
DIFFERENCES ON ISSUES OF DEPENDENCE AND VULNERABILITY VIS- 
SOVIET ENERGY SUPPLIES AND MARKETS. AND WE MUST 



THE UNITED STATES IS ALSO MINDFUL CF THE NEED TO SUSTAIN 
4.ND DEEPEN THE ** SPIRIT OF CANCUN" IN RELATIONS BETWEEN 
SUMMIT AND DEVELOPING COUNTRIES. IN TRADE AND ENERGY 
SECURITY, THE CONCERNS OF DEVELOPING NATIONS SHOULD FIGURE 
PROMINENTLY. THEY HAVE YET TO BENEFIT FULLY FROM. CR 
CONTRIBUTE AS ACTIVELY AS WE WOULD LIKE TO, THE POSTWAR 
TRADING SYSTEM, AND IT WOULD BE CATASTROPHIC FOR THE FUTURE 
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9 F countries if the developed countries now turned 

■H_iR SACKS ON THE PURSUIT OF FREE TRADE. WE AND THEY 

T ° ' ?2N0 WAYS OF STRENGTHENING THE TRADING SYSTEM IN 
ORDER TO PRESERVE ITS OPENNESS. IN ENERGY, WE SHOULD 
31 sC’JSS WAYS TC ACCELERATE THE EFFORTS CF THE WORLD 3 ANK, 

AND 3ILAT-RAL ASSISTANCE PROGRAMS TO CATALYZE THE FLOW OF 
PRIVATE CAPITAL TO DEVELOPING COUNTRIES. VITAL TO THE 
OVERALL GROWTH PROSPECTS OF THE DEVELOPING COUNTRIES, 
-SPECIALLY IN THE AREAS OF TIRADE AND ENERGY, IS THE ROLE OF 
PRIVATE INVESTMENT. 


THE VERSAILLES SUMMIT IN A SENSE BRINGS US SACK TO 
RAMSOUILLET. CUR CENTRAL PURPOSE TODAY WAS ALSO STATED 
THEN: ** WE INTEND TO PLAY OUR OWN FULL PART AND STRENGTHEN 

OUR EFFORTS FOR CLOSER, INTERNATIONAL COOPERATION ANO 
CONSTRUCTIVE DIALOGUE AMONG ALL COUNTRIES. " THE UNITED 
STATES LOCKS FORWARD TO WORKING* CLOSELY WITH OUR PARTNERS 
TO ACHIEVE THESE ENDS. 


I AM SENDING A COPY OF THIS NOTE TO OUR OTHER COLLEAGUES. 
SINCERELY, 


SOS HORMATS 

HAIG 
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